Negotiations over EU enlargement have highlighted difficulties in extending the CAP -and in particular direct payments -to the applicant countries, given the spending limits agreed in Berlin in 1999. This note presents estimates of direct payment costs in the Eastern European applicants. It argues that the only way all member states in an enlarged EU can receive the same level of payments is if the payments currently prevailing in the EU15 are reduced.
Introduction
The eastward enlargement of the EU is scheduled to begin in 2004.
2 By mid 2002, serious negotiations on the terms of acceding to the CAP were only just beginning. A key concern is the amount of CAP spending the EU can afford to offer the new member states, given the tight spending limit agreed at Berlin covering the period [2000] [2001] [2002] [2003] [2004] [2005] [2006] . Under the CAP there are three types of payment. Rural Development will not be discussed in detail here. It is noted simply that this is important for the future of agricultural and rural infrastructure in the applicant countries and thus needs to be made. Second there are payments related to price support. Since price support alters price levels, this needs to be extended to the new members to avoid different prices within the Single European Market.
Third there are direct payments. Although long-available for some commodities, they have only been a core part of CAP support since 1992. Initially designed as specific compensation for a specific price cut, the 1999 reform saw this role change. The rise in direct payments was, however, less than the cut in price. The new policy of modulation, where countries can skim off a percentage of direct payments and recycle the money into rural development projects, has further reduced the link between payments and previous price levels. 3 Direct payments therefore represent a shift in the basis of CAP support. This is crucial to the enlargement debate, because the issue is not compensation for price cuts the farmers in eastern Europe did not face, but about basic issues of support under the CAP.
Given the importance of rural development and the characteristics of price support, the EU will be granting these policies and transfers. The focus is thus primarily on the level of direct payments that can be afforded. Applicants have sought parity with the EU15, whilst the EU has shifted from opposing granting any payments to phasing-in payments over 10 years, starting at 25% of EU15 levels. 
Results and Discussion
The analysis assumes the accession of the CEE8 in 2004, with Bulgaria and Romania joining in 2008. Even if this is not exactly what happens, it allows the impact of a staggered accession to be shown. This is especially important for Romania, predicted to be a significant beneficiary from the CAP. Tables 1 and 2 show the estimated cost of direct payments by country and by main commodity. As expected, Poland is the largest beneficiary but Hungary and, later, Romania also receive significant sums.
Sectoral spending is dominated by arable costs. Beef spending is extremely difficult to estimate given the lack of data identifying the numbers of animals eligible for support under this complex regime (see the Appendix for more details). We do not consider price support costs from any other study since, in particular, they do not include current cereals market conditions, where all grains except rye are exported without subsidy. Suffice it to say if estimates from other studies were included, the margin for direct payments would be reduced considerably. 8 Nor do we repeat the exercise with direct payment estimates from the Issues Paper as this only offers estimates of phased direct payment costs, rather than full uncapped payments. 
Concluding Remarks
This paper has shown that the goal of granting all member states in an enlarged EU identical CAP direct payments will require further change to the policy -be it a rise in the spending limit or a reduction in the value of direct payments currently granted. It has also raised serious doubts over the ability of the EU currently to afford much more than 25% of current payment levels in the new member states. Moreover, both conclusions hold even when other studies' estimates of future CAP spending are used.
The earlier quote from the Issues Paper also implies change is required. What is of concern, however, is the ability of EU countries to agree a reduction in direct payments. In its 'Mid-Term Review' of the CAP (European Commission 2002b), the Commission proposed a wide-ranging set of reforms (although without any reduction in overall CAP spending). One measure is for the current modulation scheme to become compulsory, with direct payments reduced by 20%. Since modulation can involve redistribution between countries implying, in effect, uncompensated cuts in direct payments for some countries, significant opposition has already been voiced -a sign of the difficulties to come. Will it be the spending limit that is sacrificed for a successful enlargement or will reform be achieved that actually sees direct payments reduced? The talks on CAP reform and EU enlargement still have much to address.
Appendix -The Direct Payment Calculations
All calculations are based as far as possible on the EU approach. Unless otherwise indicated, FAO data are used.
Arable
Base yield -the average of the middle three values for the period 1995-1999, national level only (there are insufficient data to permit estimates by region, nor to distinguish between small and large farms.
Eligible area -the average of 1997-1999 data.
Set aside (effective) assumed at 5%, assuming significant numbers of small farms.
Insufficient structures data are available for an exact calculation of the effective setaside rate.
Dairy
Payment eligibility set with reference to 1999 quota levels.
Payments are phased-in at the same rate as in the EU15 (for Bulgaria and Romania, starting in 2008).
Beef
The calculations are enormously difficult, given the lack of data on numbers of animals eligible for each payment. Data came from the FAO and the (slightly more disaggregated) EU Cronos database, coupled to discussion with specialists in DEFRA and a recognition of the low numbers of pure beef animals in the applicant states. Low eligibility rates are expected for the Suckler Cow Premium and Beef Special Premium (especially for steer payments).
Sheep
Headage limit -the highest value of the three years 1997-1999.
LFA supplement eligibility set at 75% (roughly equal to EU15 shares and noting that sheep tend to be farmed in places with limited alternatives, thus national variations in LFA land are built-in to sheep numbers.) 9 P o s t -P r i n t
